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prescribed by this subpart, the Com-
missioner may extend such period.

Subpart E—Insurance of Mort-
gages Covering Existing
Projects

SOURCE: 53 FR 33735, Aug. 31, 1988, unless
otherwise noted.

§ 232.901 Mortgages covering existing
projects are eligible for insurance.

A mortgage executed in connection
with the purchase or refinancing of an
existing project without substantial re-
habilitation may be insured under this
subpart pursuant to section 223(f) of
the Act. A mortgage insured pursuant
to this subpart shall meet all other re-
quirements of this part except as ex-
pressly modified by this subpart.

[59 FR 61228, Nov. 29, 1994]

§ 232.902 Eligible project.
Existing projects (with such repairs

and improvements as are determined
by the Commissioner to be necessary)
are eligible for insurance under this
subpart. The project must not require
substantial rehabilitation and three
years must have elapsed from the date
of completion of construction or sub-
stantial rehabilitation of the project,
or from the beginning of occupancy,
whichever is later, to the date of appli-
cation for insurance. In addition, the
project must have attained sustaining
occupancy (occupancy that produces
income sufficient to pay operating ex-
penses, annual debt service and reserve
fund for replacement requirements) as
determined by the Commissioner, be-
fore endorsement of the project for in-
surance; alternatively, the mortgagor
must provide an operating deficit fund
at the time of endorsement for insur-
ance, in an amount, and under an
agreement, approved by the Commis-
sioner.

[59 FR 61228, Nov. 29, 1994]

§ 232.903 Maximum mortgage limita-
tions.

Notwithstanding the maximum mort-
gage limitations set forth in § 232.30, a
mortgage within the limits set forth in
this section shall be eligible for insur-
ance under this subpart.

(a) Value limit. The mortgage shall in-
volve a principal obligation of not in
excess of eighty-five percent (85%) for a
profit motivated mortgagor (ninety
percent (90%) for a private nonprofit
mortgagor) of the Commissioner’s esti-
mate of the value of the project, in-
cluding major movable equipment to
be used in its operation and any repairs
and improvements. The Commis-
sioner’s estimate of value shall result
from consideration of:

(1) Estimated market value of the
Project by capitalization,

(2) Estimated market value of the
Project by direct sales comparison, and

(3) Total estimated replacement cost
of the Project.

In the event the mortgage is secured
by a leasehold estate rather than a fee
simple estate, the value of the property
described in the mortgage shall be the
value of the leasehold estate (as deter-
mined by the Commissioner) which
shall in all cases be less than the value
of the property in fee simple.

(b) Debt service limit. The insured
mortgage shall involve a principal obli-
gation not in excess of the amount that
could be amortized by eighty-five per-
cent (85%) for a profit motivated mort-
gagor (ninety percent (90%) for a pri-
vate nonprofit mortgagor) of the net
projected project income available for
payment of debt service. Net projected
Project income available for debt serv-
ice shall be determined by reducing the
Commissioner’s estimated gross in-
come for the Project by a vacancy and
collection loss factor and by the cost of
all estimated operating expenses, in-
cluding deposits to the reserve for re-
placements and taxes.

(c) Project to be refinanced—additional
limit. In addition to meeting the re-
quirements of paragraphs (a) and (b) of
this section, if the Project is to be refi-
nanced by the insured mortgage (i.e.,
without a change of ownership or with
the Project sold to a purchaser who has
an identity of interest as defined by
the Commissioner with the seller with
the purchase to be financed with the
insured mortgage), the maximum
mortgage amount must not exceed the
cost to refinance the existing indebted-
ness, which will consist of the fol-
lowing items, the eligibility and

VerDate 11<MAY>2000 08:28 Jun 02, 2000 Jkt 190074 PO 00000 Frm 00307 Fmt 8010 Sfmt 8010 Y:\SGML\190074T.XXX pfrm07 PsN: 190074T



308

24 CFR Ch. II (4–1–00 Edition)§ 232.904

amounts of which must be determined
by the Commissioner:

(1) The amount required to pay off
the existing indebtedness;

(2) The amount of the initial deposit
for the reserve fund for replacements;

(3) Reasonable and customary legal,
organization, title, and recording ex-
penses, including mortgagee fees under
§ 232.15;

(4) The estimated repair costs, if any;
(5) Architect’s and engineer’s fees,

municipal inspection fees, and any
other required professional or inspec-
tion fees.

(d) Project to be acquired—additional
limit. In addition to meeting the re-
quirements of paragraphs (a) and (b) of
this section, if the project is to be ac-
quired by the mortgagor and the pur-
chase price is to be financed with the
insured mortgage, the maximum
amount must not exceed eighty-five
percent (85%) for a profit motivated
mortgagor (ninety percent (90%) for a
private nonprofit mortgagor) of the
cost of acquisition as determined by
the Commissioner. The cost of acquisi-
tion shall consist of the following
items, to the extent that each item (ex-
cept for item numbered (1)) is paid by
the purchaser separately from the pur-
chase price. The eligibility and
amounts of these items must be deter-
mined in accordance with standards es-
tablished by the Commissioner.

(1) Purchase price is indicated in the
purchase agreement;

(2) An amount for the initial deposit
to the reserve fund for replacements;

(3) Reasonable and customary legal,
organizational, title, and recording ex-
penses, including mortgagee fees under
§ 232.15;

(4) The estimated repair cost, if any;
(5) Architect’s and engineer’s fees,

municipal inspection fees, and any
other required professional or inspec-
tion fees.

[53 FR 33735, Aug. 31, 1988, as amended at 59
FR 61228, Nov. 29, 1994]

§ 232.904 Term of the mortgage.
Notwithstanding the provisions of

§ 232.27, a mortgage insured under this
subpart must have a maturity satisfac-
tory to the Commissioner which is not
less than 10 years, nor more than the
lesser of 35 years or 75 percent of the

estimated remaining economic life of
the physical improvements. The term
of the mortgage will begin on the first
day of the second month following the
date of endorsement of the mortgage
for insurance.

§ 232.905 Labor standards and pre-
vailing wage requirements.

The provisions of §§ 232.70–232.74 of
this part shall not apply to mortgages
insured under commitments issued in
accordance with this subpart.

§ 232.906 Processing of applications
and required fees.

(a) Processing of applications. The
local HUD Office will determine wheth-
er participation in a preapplication
conference is required as a condition to
submission of an initial application for
either a conditional or firm commit-
ment. After the preapplication con-
ference an application for a conditional
or firm commitment for insurance of a
mortgage on a project shall be sub-
mitted by the sponsor and an approved
mortgagee. Such application shall be
submitted to the local HUD Office on a
HUD approved form. An application
may, at the option of the applicant, be
submitted for a firm commitment
omitting the conditional commitment
stage. No application shall be consid-
ered unless accompanied by all exhibits
required by the form and program
handbooks. An application may be
made for a commitment which provides
for the insurance of the mortgage upon
completion of any improvements or for
a commitment which provides, in ac-
cordance with standards established by
the Commissioner, for the completing
of specified repairs and improvements
after endorsement.

(b) Application fee—conditional commit-
ment. An application-commitment fee
of $3 per thousand dollars of the re-
quested mortgage amount shall accom-
pany an application for conditional
commitment.

(c) Application fee—firm commitment.
An application for firm commitment
shall be accompanied by an applica-
tion-commitment fee of $5 per thou-
sand dollars of the requested mortgage
amount to be insured less any amount
previously received for a conditional
commitment.
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